In this paper, researchers analyze the influence of functional government spending on satisfaction with life in EU countries. The main problem arises from the theoretical conflict between the traditional view of welfare economists, which states that the government is responsible for maximization of social welfare through reallocation of resources against studies proving that government spending has negative effects on social welfare, as the government is not effective in resource reallocation. Research under this topic discloses contradicting results on the effect of functional government expenditures on wellbeing, which leaves a place for more in-depth researches on this topic. Does government spending have any effect on one's wellbeing? Does increase in functional spending increase the level of wellbeing? Are there any limitations on government spending? The research compares data of 26 EU countries using graphical and linear regression analysis to answer these questions and to see if there are any turning points, which would show that changes in government spending may have a contrary effect on wellbeing. Keywords: subjective wellbeing, happiness, government functional spending, welfare economics.
Introduction
Governments have an effect on society in many ways and welfare economists see it as a system, which is responsible for maximization of social welfare through reallocation of resources that is provided by the society. However, the effect on welfare created by policymakers and their decisions on how to reallocate resources is not clear for the society, as there is no model that would quantify the effect. In order to understand how fiscal decisions of government affect satisfaction with life, this paper examines the effect that each expenditure category has on satisfaction with life, which represents subjective wellbeing of a country. It is believed that government through social welfare model is responsible for the creation of the best possible environment for people development and their wellbeing. This research deals with questions: is government spending effective in the context of wellbeing of society; if yes, then how strong the effect is; does government spending have maximum utility level at which it stops having an effect on wellbeing and increase in spending is inefficient.
The main divergence comes from theoretical considerations on this topic. The traditional view of welfare economics is based on works of Pareto, Hicks and Kaldor, who introduced the social utility function and saw governments as a system, which relocates resources and tries to maximize social utility. On the other hand, there are public theory researches showing that ineffective management and increasing government expenditures has a negative impact on social welfare . As inefficiency of this study is that people are undervaluing the effect of government spending on their personal wellbeing. These phenomena developed from the human willingness to link their wellbeing with a personal environment, while not paying attention to common conditions. The fact that detailed studies on the effect that government expenditures have on subjective wellbeing are contradictory is also a reason to try to understand this effect in a more detailed way. This raises the scientific problem of research: what is the relationship between government expenditure and subjective wellbeing of society and what are the measures to evaluate it?
The relationship between government spending and wellbeing of society has to be examined in order to understand how fiscal government decisions influence wellbeing. Findings should justify or not today's fiscal decisions and foster future formations of government welfare policies.
The object of this research -the influence of functional government expenditure on subjective wellbeing.
The main purpose of this research is to assess the influence of government expenditure on subjective wellbeing. Tasks of the research:
1. To analyze theoretical and empirical considerations about government expenditure influence on subjective wellbeing of society;
2. To evaluate the influence of government expenditure on wellbeing of society; 3. To analyze and reveal how government expenditure affects wellbeing of society.
Methods: the research is based on graphical and econometric analysis of data.
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Theoretical Background of Research
The influence of government expenditure in the country was mainly studied through the macroeconomical point of view. However, welfare economists see government as being obligated to maximize social welfare through creation of better environment for personal wellbeing growth, suggesting that social welfare should be one of the main criteria to which governments should pay attention when making decisions as well as government spending being one of the most important keys in boosting economy and social welfare growth. According to welfare economics, increase in public spending should lead to growth of satisfaction with life, but in the past years government spending grew from 25% of GDP in 1950's to 35% in 2013's in the United States, and in Europe it almost doubled at the same time while indicators of satisfaction of life stayed at almost the same level. This fosters considerations that the relation between government expenditure and wellbeing of people is ambiguous and public spending may run under diminishing utility theory. While the link of government expenditures on economic factors of the country have been studied for a long time, its effect on subjective wellbeing is not definite. The main purpose of this study is to look for government expenditure effect on social welfare and to get a better understanding how it can be maximized. On the one side, welfare economists see competitive markets as the best system for maximizing social welfare that produces efficient outcomes through reallocation of resources. While intervention of government helps to control market failures and create social equality in order to maximize levels of public wellbeing.
Interventions are justified in the name of creating common wellbeing by ensuring safety, equality, private equity and security of inhabitants. Moreover, the government encourages social and economic development through public goods and capital investment (Hjerppe, 2003) . The assumption that competitive markets produce efficient outcomes and those outcomes can be supported as competitive market equilibrium gives decision makers an ability to use social welfare function for choosing outcome with the biggest utility in governing the country. It was accepted that social welfare function contains not only economic measures but takes into account other measures, such as economic freedom and levels of wellbeing. Similar researches includes very different measures and sizing such as life expectancy and death rate of newborns (Scully, 2001 (Mueller, 2003) , as believed that should have a negative impact on the levels of subjective wellbeing as well. This creates the negative public opinion on effective management of public spending, due to bureaucrats that increase their personal welfare or ineffective policies as well as policies emerging from different political views following one after another and resulting in being noxious for social welfare (Niskanen, 1971 Kisieliauskas, 2013) . These studies show that countries have a different perception of wellbeing and that criteria's have different weight in social welfare function or maybe even different for each country separately that reveals the biggest difficulty, the problem that there are not any objective ways to compare and assess these differences between the countries.
To add, there are no concrete measures that represent inhabitants' satisfaction with life or happiness either, which would lead to maximization of the subjective wellbeing of society and a complete view of how people feel about the country they live in (Graham, 2005) . Subjective wellbeing for a long time was thought to be impossible to measure and compare, but after Veenhoven (2016) proposed his insights on World Database of Happiness data, with a high level of respondents that through self-assessment questions evaluate their level of satisfaction. These combined results represent the level of satisfaction with life of the country inhabitants. In this way, World Database of Happiness has collected data of multiple questionnaires on the levels of subjective wellbeing. Satisfaction with life, as one of the measures to reflect subjective wellbeing is gathered verbally, through asking people directly the question: "On the whole, how satisfied are you with your life in general?" Results are evaluated on a 1 to 4 scale. In this scale 1 represents "not at all satisfied" and 4 -"very satisfied". To sum up, different opinions on governments and their ability to reallocate resources efficiently, a different view on how functional government spending affects wellbeing as well as different results on this topic and people inability to understand decisive factors of subjective wellbeing shows that this topic is not explored enough and more researches have to be made. In this paper, mostly fundamental facts are being studied in order to get a broader view of how government expenditures are affecting inhabitants' satisfaction with life for future studies and more data for creation of universal social welfare function.
Main reason of this paper rises from welfare economists' view on the governments' obligation to maximize social welfare and opposing researches, where some have proven that growth in government spending is giving positive influence to personal wellbeing, and on the other hand, numerous scholars have found governments work already being inefficient and crossing effective limits of spending. Bureaucracy, an immoderate number of changing policies, self-interested politicians, unqualified and growing government have made a negative public opinion on government's, showing how ineffectively people money are being used. Having a positive impact on welfare but not being efficient means that politicians are wasting resources just to support themselves, and while there is not enough knowledge about how government expenditure are affecting welfare it is easy to manipulate with policies which may not always be the most effective ones. Together with an assumption that government expenditure is one of the main factors determining wellbeing, research analyzing how this link works in Europe, where government spending in past years has increased the most, must be made.
Data and Methods
This research will be made using following characteristics:
Context: Influence of government expenditure subjective wellbeing of country's inhabitants reflected by satisfaction with life is being analyzed in the context of 26 European Union member states. Croatia is eliminated due to lack of data. Luxembourg is eliminated because of data's statistical deviation.
Period: the data is studied in a period of 10 years (from 2003 until 2012).
Sources: functional government expenditure data was gathered from Eurostat. Satisfaction with life data was collected from World Database of Happiness. Government expenditure consists of 10 different functions: general public services, defense, public order and safety, economic affairs, environment protection, housing and community amenities, health, recreation, culture and religion, education and social protection. All expenditure is expressed as a percentage of GDP.
In order to structure the research hypothesis is raised:
Hypothesis H 1 : functional government spending has influence on subjective wellbeing of society.
Logical explanation: control of the fiscal policy being the main function of government as well as the theoretical view that through reallocation of resources it tries to reach the maximum level of social welfare creates a reason for the research on how functional government expenditures are affecting subjective wellbeing. Taking into account information on how social welfare is created this important link has to be studied. This paper focuses on government functional expenditures that are having an influence on the levels of subjective wellbeing.
Methods of analysis:
To find the relationship between functional government expenditure and data of overall satisfaction with life the regression analysis on panel data was applied. Using linear regression, we try to focus on the conditional probability distribution of happiness when given government expenditure.
In order to prove or deny hypothesis, research is being made on the relationship between government spending and satisfaction with life. For this reason, regression, comparative and graphical analysis was carried out. Data is analyzed using SPSS 21 software package and GRETL statistical analysis program.
Panel regression is being used to value the statistical relationship between two variables where one variable is dependent and another independent. To perform regression analysis linear regression equation is created: 1 x, the inference is made that average value of y is equal to β 0 for each value of x and independent variable x does have an influence on the dependent variable (there is a significant relationship between variables). The hypothesis is verified in accordance to p-value measuring level of significance. The value of p is the probability of validity in zero hypotheses. Usually this probability is equal to 5 percent (value p = 0.05).
Statistical importance of the model will be assessed using the coefficient of determination (R Graphical analysis is used for analysis looking if there is a limit of government expenditure after which it stops having a positive effect on wellbeing or starts creating a negative effect on it. After scattered data reflects functional government expenditures and satisfaction, the cubic function which according to the coefficient of determination is the best in order to reflect the causal relationship to see if there is a maximum limit of government expenditures.
Empirical Research and Results
Seeking for heterogeneous countries study to provide more rationality, countries were divided into four different categories, using two indicators. A measure of government expenditure ratio to its GDP and an average GDP per capita where data is in international PPP prices. As a result, countries are clustered into four different groups: cluster 1 -high GDP per capita and big government size, cluster 2 -low GDP per capita and small government size, cluster 3 -low GDP per capita and big government size and cluster 4 -high GDP per capita and small government size. Distribution of countries is provided in Figure 1 .
For critical cluster meanings, we are taking average meanings of government size and GDP per capita in EU 26, which respectively are 45.3% of GDP and 23243 euros per capita. Results of the cluster are showed in Table 1 . Source: made by authors using Eurostat data
Fig. 1. Average G/GDP ratio and GDP per capita data in EU 26
Source: author's illustration made using data from Eurostat and World Database of Happiness
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In order to assess how functional government spending affects wellbeing regression analysis is used on panel data of government spending and satisfaction with life. It is expected, that it will lead to the determination of what influence different functional expenditures have on subjective wellbeing, which is satisfaction with life data. Different results of similar researches are showing that different areas of government spending may have positive, negative or is not affecting satisfaction with life at all. Using regression analysis on four clusters derived before in EU 26 context is believed to help get more precise information about this coherence.
Hypothesis H 1 : functional government spending have influence on subjective wellbeing of society.
The first cluster contains countries with high GDP per capita and government spending size. This is the largest cluster having most cultural differences inside, which includes countries: Denmark, Sweden, France, Finland, Austria, Italy, United Kingdom, Germany and Belgium. All measures of regression analysis results are presented in Table 2 and 3. Regression analysis results of satisfaction with life dependency on different functional government spending are presented in Table 2 10 
Results of analysis reveal that biggest negative influence on satisfaction with life has expenditures on public order and 
However, results of the analysis show that all functions of government expenditure have statistically insignificant results. Although, expenditures on education (β = 0.489) and social protection (β = -0.105) are close to be statistically significant. Unfortunately, this cluster consists only of three countries, which are different culturally, politically, historically and in many other ways. While determination coefficient is one of the highest in all clusters there are not any significant results, this phenomenon gives reasons to think that cultural, economic and other differences have very different impact on countries inhabitants. Authors of the paper suggest that countries from this cluster have to be studied individually or when including more measures in clustering process to reveal more precise results.
The third cluster consists of countries with relatively low GDP per capita, but a high level of government spending expressed through a percentage of GDP. 10 
Regression analysis of the third cluster revealed similar results to the first cluster, while determination coefficient is stronger, there were less statistically significant results. Statistically significant and negative effect on welfare had expenditures for public order (β = -2.315). Meanwhile, the positive effect on social welfare had expenditures on defense (β = 0.488) and recreation, culture and religion. Environment protection resulted with high influence on wellbeing, which partly reflected in the analysis carried out on all countries together. Excluding environment protection as an error, only four categories of government spending were statistically significant from which one was negative, in addition, expenditures on public order and safety and recreation, culture and religion resulted in having influence on wellbeing.
The fourth cluster with countries, which in this context have relatively low GDP per capita and low government spending level, consists of Poland, Czech Republic, Malta, Latvia, Slovakia, Lithuania, Estonia, Bulgaria and Romania. Most of the countries are considered post-Soviet countries and latest ones to join EU. It means that they not only share similar economy level but also have cultural, political and other similarities.
Application of regression analysis model resulted showing that this cluster 
Regression analysis of the fourth cluster results in a strong connection between expenditure and wellbeing. As in most clusters expenditures for public safety and order had statistically significant and negative effect on wellbeing (β = -1.058) as well as expenditures for social protection (β = -0.042). Positive effect was created through expenditures for recreation, culture and religion (β = 0.523), health (β = 0.191), environment protection (β = 0.31) and general public services (β = 0.153). In this cluster, six different functions had statistically significant impact on welfare, while two functions were very close to being positive as well.
To conclude, the second cluster showed no relation between the functional expenditure of government and wellbeing. This is interpreted as having a low number of countries analyzed as well as heterogeneity of them in many ways. A similar problem was encountered in the third cluster although here two areas in functional government expenditures were found as being significant and having influence on subjective wellbeing as in other clusters. Statistically, highest correlation comes from first and fourth clusters, where results as well are similar. Public order and safety, health, education and social protection expenditures had a significant influence on wellbeing in both clusters proving that public expenditures have an effect on social welfare and wellbeing. Therefore, the impact that governing and management of public spending has on social welfare has to be examined in more depth. These expenditures, together with expenditures on housing and community amenities and recreation, culture and religion, which were found significant only in one of these clusters are the ones, which should have the biggest impact on wellbeing as per other researches and common sense.
To test the validity of clustering and to see if results are different in different context regression analysis was used on data from all countries. Determination coefficient of analysis was equal to 0.583, which means that happiness is explained by almost 60% when analyzing functions of government expenditure. 
Taking from the equation, the biggest negative influence is seen in the case of expenditures on public order and safety (β = -1.213), as well as expenditures on social protection (β = -0.040). Statistically significant meanings, which have positive effect on social welfare, are expenditures on housing and community amenities (β = 0.403), education (β = 0.326), environment protection (β = 0.310) and health (β = 0.288). Statistically insignificant expenditures are on general public services, defense, economic affairs and recreation, culture and religion.
For 10 
One of the most important thing is that in this model all functions have statistically significant impact on satisfaction with life. Results are comparatively similar to the results acquainted from clusters and when analyzing all countries together. Negative influence is being found through expenditures on public order and safety, also with expenditures on social protection. While positive influence is being generated through expenditures on housing and community amenities (β = 0.391), health (β = 0.338), recreation, culture and religion (β = 0.209) and education (β = 0.311).
After cluster synthesis was carried out, we can observe that in different clusters we have common patterns on how different functions of expenditures are affecting wellbeing. Now analysis allows working on hypothesis formed in the beginning of research.
Conclusions
Traditional welfare economists see creation of a better environment for inhabitants' personal wellbeing growth as well as maximization of social welfare as an obligation of government and governors, which through reallocation of resources have a great effect on ones' wellbeing. Control of functional spending as well as laws, taxes and etc. provides governments power to boost economy, reduce social inequality, protect inhabitants and private equity and most important to maximize social welfare. On the other hand, scholars are proving that in most of the western countries governments and politicians are ineffective in maximizing social welfare, because of big size, inconsistent policies, low quality, lobbying and self-interest.
Researches, which analyze the link between functional government spending and happiness or wellbeing, do not get the same conclusions. Mostly because of different data sources, as there are not any indicators which can truly represent happiness or level of wellbeing in the country as well as to allow a comparison of different countries and nations which understand and value happiness through different criteria. It is hard to compare the effect of functional spending when they do not carry the same multiplier for subjective wellbeing, under this assumption, countries were clustered into four groups by measures of GDP per capita and government expenditure expressed as a percentage of GDP. This is believed to be a better reflection of the situation of functional government spending influence on social satisfaction, because of countries being economically closer to each other therein cluster, as for example all post countries resulted being in fourth cluster.
The influence of government expenditure on happiness was analyzed in the context of 26 European Union member states in the period of 2003-2012. Croatia and Luxembourg were rejected due to the lack of statistics. Hypothesis H 1 : "functional government spending have an influence on subjective wellbeing of society", was partly accepted. Four out of ten functional spending including expenditures on housing and community amenities, health, recreation, culture and religion, and education had a positive effect on satisfaction with life in at least two clusters. Expenditures on public order and safety and social protection resulted having a negative effect on satisfaction with life. The highest effect on subjective wellbeing, when analyzing the improved model, had expenditures on public order and safety with a negative meaning of β = -1.174, while all functional expenditures with a positive effect on wellbeing resulted in similar β meanings between 0.2 and 0.4, the lowest effect is created from expenditures on social protection β = -0.055.
The second cluster did not result in any statistically significant influence of public expenditures on wellbeing because of a small number of countries. The third cluster had only a few statistically important meanings, because of the fact that countries in the cluster were culturally very different. As the biggest problem of this research was that only functional government expenditures influence was studied. For future researches, it is necessary to include as many factors as possible when trying to understand the creation of wellbeing in nation.
To conclude, functional expenditures has a significant impact on subjective wellbeing, however, different countries result in different dependency on different categories of expenditure. These differences indicate that government spending is not the only factor when determining subjective wellbeing, and there is a need for profound research that would include various factors and examine how different functions of government spending impacts social welfare and wellbeing of nations' inhabitants. As well as to understand what are the effective levels of spending and governing and how to control them in a way that social utility would be maximized.
